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Answer ANY FOUR (4) of the EIGHT (8) questions provided 


Question 1 

You have been commissioned to undertake a benefit-cost analysis of a project that will 

construct a hydroelectric dam that will result in the flooding of a large area of old-growth forest 

in Tasmania. 

a) Describe the valuation techniques that might be employed to evaluate the environmental 
costs of the project going ahead and outline the advantages and disadvantages of the 
valuation techniques you consider are applicable. (12 marks) 

b) Do you think these techniques are capable of eliciting all of the possible unpriced costs or 
benefits associated with this project? Discuss this question and describe how you would 
present any omissions and/or uncertainties in your final report. (8 marks) 


Question 2 

Adani (an Indian owned company) is proposing to construct the Carmichael coal mine in 

Queensland which will be Australia’s largest thermal coal mine (if the project goes ahead) 

along with a 388 km railway line to transport the mined coal to a new port to be constructed at 

Abbot Point. Should the following impacts be included in a benefit-cost analysis of the whole 

project (i.e. the mine, railway line and port)? Explain your answers with reference to the 

societal benefit or cost each represents, carefully explain any assumptions you make, and 

also outline how a valuation of each of these impacts would be made. 

a) The profits that Adani Mining will make from mining and transporting the coal to India 
where it will be used to fuel power stations also owned by the Adani group of companies; 
(5 marks) 

b) The labour that will be employed within the whole project once it is up and running; 
(5 marks) 

c) Thecarbon emissions produced by extracting coal from the mine and transporting it to the 
coast for export; (5 marks) 

d) The carbon emissions produced from burning the mined coal in Adani’s Indian power 
stations. (5 marks) 


Question 3 

a) Consider Harberger’s approach to measuring the benefits of an output from a new project 
in aclosed economy with no distortions. Describe the conceptual basis for measuring this 
benefit when the total quantity of the output partially meets new demand and partially 
substitutes for existing supply. Use a demand/supply model for this description. 
(15 marks) 

b) Now consider the same case where the market for the output is distorted by a sales tax. 
How would the approach be modified to account for this? (5 marks) 


Question 4 

What are the conceptually correct measures of benefits and costs in benefit-cost analysis? 
a) Describe them and explain why they are considered to be conceptually correct. (12 marks) 
b) Describe why it is often difficult to use these measures in practice. (8 marks) 
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Question 5 

A Chinese owned car manufacturing company is considering building a new factory in Western 

Sydney to produce a new electric car model. The production process will be largely conducted 

by robots and so new employment opportunities in the factory will be limited. It is expected 

that 100 highly-skilled jobs in computing, electronics and management will be created and a 

further 200 unskilled positions will need to be filled. The area in which the factory will be located 

has high levels of youth unemployment. 

a) If you were a government analyst undertaking a BCA of this project outline how you would 
evaluate the costs of the labour that the factory might employ (8 marks) 

b) What would the major benefits of this project be for Australian society? Carefully explain 
your answer making sure to detail any assumptions you have made. (4 marks) 

c) Why might benefits be different if the company was Australian owned? (4 marks) 

d) If the analysis were done from the more narrow perspective of the benefits and costs of 
the project for Western Sydney rather than for the whole of Australian society, would this 
alter your perspective of what is a cost and what is a benefit? Explain why this might be 
the case. (4 marks) 


Question 6 
Define and briefly discuss the significance of each of the following concepts: 
a) The Kaldor-Hicks criterion. (4 marks) 
) The value of a statistical life. (4 marks) 
c) Break-even values. (4 marks) 
d) Shadow pricing. (4 marks) 
) Option values. (4 marks) 


Question 7 

a) Distinguish between an actual Pareto improvement and a potential Pareto improvement 
illustrating your answer with diagrams where appropriate. (8 marks) 

b) State which one of these concepts is utilised within benefit-cost analysis and explain why 
this concept is used and not the other. (4 marks) 

c) Explain and briefly discuss the implications of using monetary values in benefit-cost 
analysis as a measure of preference in terms of differences in the marginal utility of income 
across individuals. (8 marks) 


Question 8 

a) Benefit-cost analysis has been attacked from a variety of perspectives. Clearly state what 
you believe to be the most important of the conceptually valid criticisms of the use of 
benefit-cost analysis as a guide for public policy making and justify your choice. (12 marks) 

b) Given these criticisms and the practicalities of the decision-making process, discuss 
whether decisions should be made solely on the basis of the benefit-cost criterion. 
(8 marks) 
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